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What we learnt at the clinic…



At the core of our investment process lies our relentless company visiting programme. This 
commitment to spending time with corporates is one of our key sources of idea generation.

I thought I would share an anecdote of how this works in practice. This should, in turn, hopefully 
highlight many features of our approach including:

• Our insatiable desire to learn, typified by the continual contact with names we are invested in 
and the drive to meet all companies in the wider sphere in the hope of gaining further insight. 

• Our common-sense approach to both analysis and looking for stocks. 

• The chronic lack of effective research on the sell-side in European Small Caps. 

Tragically, the lives of most of us have been touched by cancer and the battle to treat cancer 
has been ongoing for many years with varying degrees of success. The ubiquity of this disease 
led us to a Swedish organisation, Elekta. For the last twenty years this company has been the 
pre‑eminent designer and producer of linear accelerators (LINACs), the machines that are used 
to administer radiotherapy. The company’s commitment to R&D was impressive, and implied 
that it was always going to be a major player in what is, sadly, a growth industry. Whilst this 
excited us we were never able to get comfortable with their accounting policies and this deterred 
us from making an investment. 

The work done on the company was not, however, in vain. In 2014 we attended their analyst day 
hosted at a cancer clinic just outside Stockholm. At the end of the morning the formal proceedings 
drew to a close and we adjourned for lunch. I happened to be sitting next to the founder of the 
clinic, an eminent cancer surgeon. After exchanging a few pleasantries, I asked him the somewhat 
embarrassingly banal opening question: “So what are Elekta’s machines like to work with?” The 
response sparked off something very exciting. I was told that, for him, the value‑add actually did 
not lie so much in the radiotherapy hardware but in the software that runs on top of the machine. 
The surgeon then explained how much value the software adds as is it is used to model the tumour, 
decide the point of attack, evaluate the dosages and then monitor the efficacy of the treatment 
itself. He explained that this dramatically increases the clinical results due to better treatment 
design and accuracy, and reduces treatment times, beneficial to both clinicians and patients alike. 
The returns on investment were “game‑changing” according to my new friend from lunch. 

Unsurprisingly, my next question was: “So whose software do you use?” Traditionally, the 
hardware vendors such as Elekta, Varian or Philips all try to sell bundled software. The problem 
is that clinics would often use machines from different companies which all ran on different 
software, and then try to synchronise them at the back‑end, a very onerous and expensive 
exercise. There was apparently a new kid on the block, a company called Raysearch, which 
produced software compatible with all the different machines, as well as a full suite of products 
from treatment to surgical planning.

This piqued our interest and, after an introductory call with the company, a month later I 
headed back to Stockholm for meetings with the Chairman and CEO, CFO and Head of Sales. 
Our findings were compelling. Raysearch had a 3% market share with the 8,000 cancer clinics 
globally, and were targeting 25% over time. These targets seemed very ambitious but, after 
digging further, we realised they were actually quite reasonable. We cross‑referenced this with 
Philips, who once had 30% share with their open architecture offering before they then fell to 
the siren cry of producing hardware themselves. 
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Long Short Net long 
(short)

Industrials 0.0 0.0 0.0

Technology 0.0 0.0 0.0

Consumer goods 0.0 0.0 0.0

Financials 0.0 0.0 0.0

Consumer services 0.0 0.0 0.0

Oil & gas 0.0 0.0 0.0

Healthcare 0.0 0.0 0.0
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We started to model the company. We assumed, based on historical data, that clinics renew their 
software every 6 years. Raysearch had a win rate of 15% to 20% on new pitches. This would mean 
that it was possible to reach their 25% share in 7.5 years, growing their installed base from 240 
to 2,000, and thus growing their top line more than 8x. This was more than convincing enough 
for us. The icing on the cake of the growth story was the newly released ‘Raycare’ that addresses 
the enterprise resource planning (ERP) segment of the practices. This will add another market 
of equal size to the revenue opportunity but will not show sales until early next year. 

The company has no debt, generates lots of cash and has no stock overhang to be placed 
imminently and only trades approximately SEK 10m per day so why on earth would any of the 
banks want to cover it in their research departments? Well, it was covered by one local broker 
whose model was, to put it mildly, ultra‑conservative and ill thought out. Therein lay another 
opportunity – an undiscovered and under‑researched gem. All we had to do to discover it was 
to ask inquisitive questions of people we were lucky to meet on company visits, listen to other 
companies, and do some very basic analysis to find a hugely compelling idea.

But the story of our investments in cancer treatment do not just end there. As generalists and 
non‑scientists we do not profess to be experts in medical research, and would never make an 
investment based on a “bet” on some new wonder cancer drug. But by talking to numerous 
people with different areas of knowledge about the industry we have built up an insight into 
some interesting niches. 

It was when discussing growth projections and market share gains with Raysearch that we 
first learnt of a Belgian company called IBA Proton Therapy. Without baffling you with science, 
proton therapy is set to revolutionise cancer treatment, much as LINACs did 40 years ago. Simply 
put, proton therapy attacks the tumours with protons not electrons. These protons each weigh 
the equivalent of 1,300 electrons; this means that they can be targeted much more powerfully 
and accurately. The key challenge is speeding these protons up to very high speeds before 
“firing” them at the tumour. This creates much higher treatment success rates with many fewer 
visits, again offering huge financial and health advantages. It also broadens the addressable 
markets, as tumours in highly sensitive areas and infant patients can also be treated. Raysearch 
has almost a 100% share of software in this emerging new sub‑market and their key customer is 
IBA, who have 50% market share in proton therapy hardware. 

How proton therapy is different 

Proton therapy is considered the most advanced form of radiation therapy which uses a 
high‑energy proton beam for cancer treatment. In contrast to conventional radiation therapy, 
proton beams deliver the majority of their destructive energy within a small range inside the 
tumour, known as the Bragg peak. This reduces adverse effects to adjacent healthy tissues. 

Proton Therapy Traditional Radiation Therapy

Better dose distribution than x‑ray radiation. The primary advantage of proton therapy is its 
superior dose distribution within the tumour, with minimal or no exit dose. Due to the unique 
properties of protons, it enables radiation oncologists to better shape the dose in the tumour, 
avoiding the surrounding healthy tissue, and therefore reducing the integral dose and the 
potential side effect. 

Source: IBA Proton Therapy



Long Short Net long 
(short)

Industrials 0.0 0.0 0.0

Technology 0.0 0.0 0.0

Consumer goods 0.0 0.0 0.0

Financials 0.0 0.0 0.0

Consumer services 0.0 0.0 0.0

Oil & gas 0.0 0.0 0.0

Healthcare 0.0 0.0 0.0

What we learnt at the clinic…

February 2017

What we learnt at the clinic… | February 2017 4
Please see full disclaimer on page 5

We were intrigued by the hugely disruptive nature of this new treatment technology and 
again we started with a basic assessment of market potential for proton therapy. At present it 
is installed in 250 out of 2,500 treatment rooms. There is no reason IBA cannot maintain their 
50% share. Average selling prices will undoubtedly fall from the current $20m price tag, and 
need to fall for mass adoption of the technology. We assume IBA could install machines at a price 
of $10m in 1,250 rooms. They should install 100 machines a year (from 25 now) within 5 years 
so achieving sales of $1bn. This figure could be doubled by adding service and consumables fees. 
This $2bn figure compares with 340m in 2016 – another “6‑bagger” on the top‑line potentially! 
We do acknowledge that there will be limited, if any, margin expansion due to the falling selling 
prices of the equipment. IBA is not covered by any sell‑side analysts‑ another hidden gem.

I hope that this (long‑winded) tale gives you a feel for the key avenues we have of finding ideas; 
specialist knowledge, common sense, and leads from the companies themselves. When combined, 
this approach never ceases to produce an eclectic list of highly compelling investments. 

Jamie Carter 
February 2017
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